Introduction
Today, large volumes of global savings move through an increasingly integrated global capital market in search of investment opportunities. Capital is abundant. The developing world is receiving an increasing share of these flows, to the benefit of private investment -in production, trade and infrastructure -as well as to the balance of payments (with foreign direct investment (FDI) providing the most stable form of capital flow). Running alongside this story of private capital flow is one of increased official flows, official development assistance (ODA) having rebounded since its mid-1990s slump. And the flows of private and official capital run together at times, as with the international finance facility (IFF) which aims to leverage and frontload ODA by borrowing from international capital markets. The IFF, together with the French airline tax and proposals for global environmental taxes, the currency transaction tax (CTT) and the Global Premium Bond, constitute the new class of innovative financing mechanisms. Last, but certainly not least, the new philanthropy (increasingly in partnership with development agencies) is adding considerably to already well-established and growing flows from the charitable sector -and this source of capital has an especially close relationship with the goal of reducing poverty.
After many years of stagnation in the availability of finance for the developing world, the aggregate picture is brighter. But caution is also necessary. FDI is concentrated on a narrow range of countries (with China dominating), and while FDI into the smaller economies of Sub-Saharan Africa (SSA) is rising, it remains confined mainly to its traditional destination -the mining sector (which benefits growth but leaves economies undiversified). Private portfolio flows into equities and bonds are still concentrated on a narrow range of emerging markets, and while such flows into the so-called 'frontier markets' have risen in recent years -as investors' appetite for risk has increased -this is from a small base, especially in SSA. The good news on ODA is tempered by the fact that a significant part of the recent growth consists of debt relief. Reducing the debt overhang of the heavily indebted poor countries (HIPCs) has been important to restoring their attractiveness to investors (Nigeria's international credit rating is now the same as Ukraine's) but many observers (including many poor countries) question whether debt relief represents a true net addition to their resources (and part of the jump in aid consists of cancelling the bad loans given to Saddam Hussein's Iraq). OECD-DAC warns that ODA could dip over the next few years, and this will imperil achievement of the Millennium Development Goals (MDGs) by 2015. And the effectiveness of aid is continually contested, most forcibly and recently by Bill Easterly (2006). Even among those favourably disposed to aid there are widely different views over the ability of poor countries to absorb and make good use of substantially larger flows (Mavrotas 2002; Killick 2005; Riddell 2007 ).
In summary, there is much to be positive about (especially when compared to the dismal decades of the 1980s and 1990s) but we are far from claiming victory in the battle to obtain more and better finance for the developing world, especially for the smaller and more vulnerable economies. There are ideas aplenty, and intellectual creativity in this area is certainly not confined to economists. The new international financial architecture raises many political and foreign-policy issues: finding the finance to tackle global environmental and health problems is recognized increasingly as being in everyone's interest; foreign aid is now viewed as an important part of the post-9/11 international security framework; and the balance of power in setting the international finance agenda is shifting, not only within the group of rich countries (as between the United States, Europe and Japan) but also between rich and poor countries, as China and India become increasingly important global actors. Political scientists and international relations specialists are now busy debating the implications of these trends both for the international financial architecture and for the global economy more widely.
This book aims to provide an overview and assessment of where we stand in the debate, and where we need to go from here in constructing a system of international finance that serves the needs of poor countries and especially of poor people. It contains contributions by specialists in economics, international relations, and political science; and a number of the authors have been at the centre of the international policy debate. The book is part of a stream of UNU-WIDER work in this area since 2000, including the study by Griffith-Jones et al. ) and its aftermath, the associated (and intense) activity around the MDGs, and the desire to continue UNU-WIDER's longstanding work on the global economy and the developing world that has,
